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/~WHY DOES THE HOUSING SHORTAGE PERSIST 2 


stories of the stormy sessions before municipal governing bedies over 

the question of the adequacy ofthe supply of housing in these communi- 
ties. These sessions were the result of the law which passed Congress a few 
months ago, which provided that Federal rent control would end on September 30 
unless the local governing body of any community determined that a shortage of 
housing still existed in that area and asked that rent controls be continued. 


\W ITHIN recent weeks the newspapers of the United States have carried 


These sessions have generally been well attended by militant groups of ten- 
ants on the one hand, and embattled property owners on the other. In some cas- 
es they have been So bitter that it was necessary to adjourn the sessions to pre- 
vent physical violence. 


Rent control legislation was enacted in the United States in March 1942 asa 
war measure. This was slightly more than 10 years ago. It has been continued 
time after time on the grounds that an inadequate supply of housing existed and 
that its removal would result in a skyrocketing of rentals and, hence, a rapid 
rise in the cost of living, which would set off a new round of wage and salary 
demands, bringing on a new Spiral of inflation. 


In the United States since 1940 we have produced a larger number of dwelling 
units than we have had an increase in the number of families. No housing short- 
age existed in 1940, and so it would be reasonable to believe, in the absence of 
any proof to the contrary, that an oversupply of housing existed today. In the 
average American city, however, this oversupply is not apparent. While there 
can be no question of the fact that the shortage is not so acute as it was some 
years ago, persons who have become accustomed to paying from 10 to 15% of 
their income for rent in place of the 20 to 25% formerly paid in a free market, 
are finding it extremely difficult to find dwelling units for rent at what they are 
willing to pay. 


There are a number of considerations which must be taken into account in 
trying to determine the correct percentage of its income which a family should 
pay in rent. Of course, we will all admit that it would be highly desirable if 
housing could be produced at a low enough cost so that the average family could 


341 











find adequate quarters for 15% or less of its annual budget. This we know is im- 


possibi 


rhe correct percentage for any family to pay for housing will depend on the 
relationship of its own income to the amount necessary to pay an adequate return 
and amortize over a reasonable period the cost to produce the type of dwelling 
unit which the family considers necessary to its standard of living. No one 
has a right to expect to receive in exchange for his dollars, an amount which 
is out of proportion to the amount which these dollars will buy in the market. 
If the lowest bid on the production of a thousand square feet of apartment space 
in a community is $15, 000, the rents in that community for space of that type 
can hardly be below $125 per month. If rents are lower than that, no one will 
build dwelling units for rent. 


It seems to me that since the advent of rent control in the United States, the 
production of dwelling units for rent no longer offers an incentive to the wise 
investor He is faced with an unfavorable investment outlook, regardless of what 
happens to the general price level. 


He can be almost certain that in an inflationary period with the dollar dropping 
in value, tenants will insist on rent control and bring sufficient political pressure 
to achieve it. Rent control imposed under these circumstances will reduce the 
purchasing power of his net income to a point where the investment is unattrac- 
tive and, if persisted in for a long enough period as it has been in many countries 
in Europe, it will reduce his investment to nothing. 


On the other hand, the prospective builder of rental units will find his posi- 
tion no better in a deflationary period. If the deflation continues long enough, it 
will bring about a shrinkage in housing demand and a removal of rent control but, 
on the other hand, the dollar rentals will be forced down due to the competition 
with other unoccupied units seeking tenants, and also due to the fact that ina 
deflationary period, building costs drop and competing and newer space can be 
built to rent for a lower amount. Such net income as he receives will, of course, 
increase in purchasing power, but the increase will not be sufficient to offset the 
drop in the number of dollars received. 


Investors are not looking eagerly for an investment which will return a shrink- 
ing amount during periods of inflation and also a shrinking amount during periods of 
deflation. As a result, the only building of rental dwelling units which has gone 
forward in the recent past has been: 


1. Public housing units which are subsidized by the taxpayer, and which are 
built regardless of their economic value. From the standpoint of the net return 
on the investment, these buildings, on the day they are finished, are probably 
worth less than half of their cost. In 1951, 37.2% of all the dwelling units built 


for rent were public housing units, and in the first 5 months of 1952, 40.6% were 
in this field. 














2. Large housing developments built by life insurance companies supplying 
their own capital for these developments. I think that many of these develop- 
ments are ill-advised. The Metropolitan Life Insurance Company started to build 
Parkchester in New York in 1939, when building costs were extremely low, and 
Parkchester proved to be a splendid investment. This encouraged other large in- 
stitutional investors to follow suit, and a number of them built units at a higher 
cost than Parkchester, but the rising inflationary market has added to the value, 
until today from the long-term standpoint (which is particularly interesting to 
insurance companies), these investments are probably sound. 


Similar housing developments, however, built in the recent past have been 
built at very high costs toward the end of the longest real estate boom we have ex- 
perienced in the United States. If it is reasonable to assume, and I believe that 
it is, that in spite of the Korean War our general inflationary curves are topping 
out and after this year the next major movement in prices will be down, many of 
these projects built at high cost will find it impossible to attract tenants at rentals 
high enough to pay a return on the investment. It may be true, however, that for 
a life insurance company interested in an investment for the next 50 to 75 years, 
with no necessity of disposing of properties during an adverse period, these prop- 
erties can be held through the depression period and may prove to be satisfactory 
investments during the boom period which will follow. The sad experience of at 
least one large institutional investor on the West Coast in the recent past will 
probably discourage other institutional investors from similar housing develop- 
ments within the near future. 


3. Rental housing built by speculative builders with insured mortgages cover- 
ing the entire cash outlay on the property. Such rental housing as has been done in 
the period we have just come through has been largely subsidized by the govern- 
ment through FHA loans guaranteeing the mortgage lender that his unwise and 
unsafe loan will be guaranteed by the Federal government. The speculative 
builder has been willing to go ahead on this basis, taking back in most cases a 
Supposed equity in the property for his profit on the job. He has been encouraged 
to do this in that these unsound equities on properties of this type, built prior to 
Korea, have been bailed out by the additional inflation we have gotten as a result 
of defense expenditures. 


Of the 31, 300 privately financed multifamily dwelling units started in the first 
5 months of 1952, more than 70% were built with the government guaranteeing 
the loans. Of 455, 600 total dwelling starts in these 5 months, only 2,3% were 
built under private initiative without government guarantees. In 1927, without 
rent control and without government insurance of loans, 43. 9% of all dwelling 
units were built for rent. Rents are now 9.5% lower on the average than they 
were then, according to the Bureau of Labor Statistics of the United States De- 
partment of Labor, while construction costs of apartment units are now 115% 
higher, or more than double. 


In addition to the inhibiting effect which rent control has on the volume of new 
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construction for rent, it also, particularly in its advance stayes, prevents the 
adequate maintenance and repair of existing buildings. A study made by the 
United Nations shows conditions in many leading countries in Europe in mid-1951. 
This study attempts to show the ratio of rents to building costs, considering 
1938 as 100. On this basis, Austria, Italy and Finland now have rent levels 
one-fifth as high as would be expected in view of current construction costs in 
those countries. In France, rent levels are one-fourth of the corresponding 
level of construction costs; in the Netherlands, 30%; in the United Kingdom, 
40%; Western Germany, 45%; Denmark and Norway, 50%; Sweden and Switzer- 
land, 55%; and Belgium, 60%. On the same basis, in the United States, rent 
levels are 72% of what would be expected from current construction costs. 


When the cost of maintenance and repair is high in relationship to the amount 
which can be secured from rent, maintenance and repairs will be kept at a mini- 
mum and buildings will depreciate rapidly. It has been estimated that 80% of all 
rented dwelling units in France are in need of major repairs, and the income 
from rental property at the leveis prevailing in France is so low that there is 
no chance that the repairs can be made. 


Another way in which rent control perpetuates a housing shortage is by in- 
creasing the demand for the units priced below the market. Demand for any 
commodity will always vary with price. Larger units will be used in place of 
Smaller units by those who would use smaller units at an economic rent. 


The last, but by no means the least, way in which a housing shortage is per- 
petuated by rent control is by removing properties from the rental market. Many 
owners of small rental properties during the past 10 years have been so dissatis- 
fied with the rate of return on their investments that they have sold them to per- 
sons who in a normal market would have rented, but who have had to buy because 
of the shrinking in the number of units for rent. Conclusive proof of this fact is 
given by the United States Census. In spite of the fact that during the 10 years 
from 1940 to 1950 we built 5, 683, 000 new dwelling units and created hundreds of 
thousanas more through conversion of existing single-family units to multifamily 
units, we ended the period with 1, 486, 143 fewer dwelling units for rent than 
we had in 1940. 


Under rent control, if the United States follows the pattern of other countries 
where rent control has been continued decade after decade, there will always 
be a shortage of housing for rent in the lower and middle brackets. On the other 
hand, if the United States returns to a free market for rental housing, 'we will 
find that in a relatively short time rental properties will come back on the mar- 
ket in sufficient number to satisfy the demand. 














